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may a hospital be granted this type of excep-
tion for more than 5 years. (See § 495.4 for 
definitions of payment adjustment year, 
EHR reporting period, and meaningful EHR 
user.) 

(A) During any 90-day period from the be-
ginning of the fiscal year that is 2 years be-
fore the payment adjustment year to April 1 
of the year before the payment adjustment 
year, the hospital was located in an area 
without sufficient Internet access to comply 
with the meaningful use objectives requiring 
internet connectivity, and faced insurmount-
able barriers to obtaining such internet 
connectivity. Applications requesting this 
exception must be submitted by April 1 of 
the year before the applicable payment ad-
justment year. 

(B)(1) During the fiscal year that is 2 fiscal 
years before the payment adjustment year, 
the hospital that has previously dem-
onstrated meaningful use faces extreme and 
uncontrollable circumstances that prevent it 
from becoming a meaningful EHR user. Ap-
plications requesting this exception must be 
submitted by April 1 of the year before the 
applicable payment adjustment year. 

(2) During the fiscal year preceding the 
payment adjustment year, the hospital that 
has not previously demonstrated meaningful 
use faces extreme and uncontrollable cir-
cumstances that prevent it from becoming a 
meaningful EHR user. Applications request-
ing this exception must be submitted by 
April 1 of the year before the applicable pay-
ment adjustment year. 

(C) The hospital is new in the payment ad-
justment year, and has not previously oper-
ated (under previous or present ownership). 
This exception expires beginning with the 
first Federal fiscal year that begins on or 
after the hospital has had at least one 12- 
month (or longer) cost reporting period after 
they accept their first Medicare covered pa-
tient. For purposes of this exception, the fol-
lowing hospitals are not considered new hos-
pitals: 

(1) A hospital that builds new or replace-
ment facilities at the same or another loca-
tion even if coincidental with a change of 
ownership, a change in management, or a 
lease arrangement. 

(2) A hospital that closes and subsequently 
reopens. 

(3) A hospital that changes its status from 
a CAH to a hospital that is subject to the 
Medicare hospital inpatient prospective pay-
ment systems. 

(5) A State in which hospitals are paid for 
services under section 1814(b)(3) of the Act 
must— 

(i) Adjust the payments to each eligible 
hospital in the State that is not a meaning-
ful EHR user in a manner that is designed to 
result in an aggregate reduction in payments 
to hospitals in the State that is equivalent 
to the aggregate reduction that would have 

occurred if payments had been reduced to 
each eligible hospital in the State in a man-
ner comparable to the reduction under para-
graph (d)(3) of this section; and 

(ii) Provide to the Secretary, by January 1, 
2013, a report on the method that it proposes 
to employ in order to make the requisite 
payment adjustment described in paragraph 
(d)(5)(i) of this section. 

* * * * * 

Subpart E—Determination of Tran-
sition Period Payment Rates 
for the Prospective Payment 
System for Inpatient Oper-
ating Costs 

§ 412.70 General description. 
For discharges occurring on or after 

April 1, 1988, and before October 1, 1996, 
payments to a hospital are based on 
the greater of the national average 
standardized amount or the sum of 85 
percent of the national average stand-
ardized amount and 15 percent of the 
average standardized amount for the 
region in which the hospital is located. 

[57 FR 39822, Sept. 1, 1992, as amended at 58 
FR 46338, Sept. 1, 1993] 

§ 412.71 Determination of base-year in-
patient operating costs. 

(a) Base-year costs. (1) For each hos-
pital, the intermediary will estimate 
the hospital’s Medicare Part A allow-
able inpatient operating costs, as de-
scribed in § 412.2(c), for the 12-month or 
longer cost reporting period ending on 
or after September 30, 1982 and before 
September 30, 1983. 

(2) If the hospital’s last cost report-
ing period ending before September 30, 
1983 is for less than 12 months, the base 
period will be the hospital’s most re-
cent 12-month or longer cost reporting 
period ending before such short report-
ing period, with an appropriate adjust-
ment for inflation. (The rules applica-
ble to new hospitals are set forth in 
§ 412.74.) 

(b) Modifications to base-year costs. 
Prior to determining the hospital-spe-
cific rate, the intermediary will adjust 
the hospital’s estimated base-year in-
patient operating costs, as necessary, 
to include malpractice insurance costs 
in accordance with § 413.53(a)(1)(i) of 
this chapter, and exclude the following: 
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